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September 23, 1997 Via Facsimile

The Honorable Reed E. Hundt
Chairman
Federal Communications Commission R'ECEIVED
1919 M Street, NW; Suite 804
Wubinaton D.C. 20554 SEP 24 1997

R.e.: WT Docket 97-82

Dear Chairman Hundt:

FElJElW.lDMNCATIONB aUIIBBllIN
OFFICE Of THE SECRETMY

We understand there may be some debate within the Commisaion with respect to what
would be an appropriate discount rate to use to determine the present value of the Coo
Block debt to the FCC. We are writing to off'er some information that may help clarifY the
situation.

Tha are a number of ways to determine the appropriate discount rate. One way is to
reference the recem: cost of capital for comperable firma. Ac:cordinIlY, we examined a
number of recent "initial debt offerings" by several te1econum,ttrieations companies that
provide a reuoaable proxy to the C-Block. This approach yields a discount rate ranging
approximately trom 15.0% to 16.5% per amzum. The summary ofcur analyai. is attached.

A second approach would be to back into imputed discount rates baaed on the
Congressional Budget Office's estimated recovery on the FCC debt. Even in its initial
....mumt, the CBO estimated the net present value of the FCC debt to be around 600A.
of the nominal values .. an imputed discount rate of approximately 15% per annum. In
subsequent pubUc statements, the CDO is on record u expecting the total recovery on the
C..Block licenses to be ftom $3 to $5 billion. The range of imputed discount rate
colllistent with such recoveries is approximately fi'om 20% to 30%. This approach, by the
way, is fWly CODIistent with that of another Federal agency, the Securities ami Bxchanp
Commission, which in the course of its formal responses to a number of C..Block entitles
which had filed registration statement&, had asked them to revise downwards the carrying
value oftheir PCC debt to more accurately reflect the '-market value."

The last approach is a detenniDation of the current actual cost of capit8l to the C-Block
entities. Prom. our own experience and bued on discuuions with various underwriters,
the cost of equity capital for the C-Block is at a minimum, 300h per annum • but ia
intiDitely higher in the absence ofa speedy and rational resolution ofthe FCC restructurina
process cummtly underway. In terms of debt capital. the cost would again depend greatly
upon the Ipecifica of the FCC testn1cturing. However, peDding a reasonable and ratioDll

outcome, the "an-in" cost ofdebt capital is IikoIy to b. 18-22% per -:::,1 Copies r'''''dDJ-l­
List AGCOE
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In summary, the appropriate discount rate fOf the C-Block can be determined as follows:
. .

Method
Market. Comparisons (debt only)
Federal Agencies (CBO estimatca)
Actual Cost (debt/equity underwriters)

Colt ofCapital
15.00.10-16.5%
15.0%-30.00/0
18,()'A_]O.COA

The US Treasury rate that represents the nominal interest rate on the FCC' debt ia, by
deflDition, the "risk free" cost of capital and not a lImarket rate". Such rate applies, both
in theoretical and practical terms, to only one entity in the entire world,. obligations ofthe
sovereign United States. Other than inflation, there is no risk component attached to
either the interest or the principal payments. The FCC'& own experience with the C-Block
starkly demODlUates that the C-Block enterprises are replete with risk. If there 'is any
doubt, one needa only to look at the PCC's own (and the CBO's) estimates of total
recovery on the FCC debt for a reality check.

We understand that the FCC is iUlly aware oftbe import of its decision and we hope that
the above discualion is helpful to the FCC in making its final determination with respect to
the appropriate di&Count rate. We will be happy to answer any questions with regard to
tbia letter or ueist the FCC in any other way that is appropriate.

;Z~ ~Alic. ,i<11J. n4~~tt ~U~
Frederick W. McCarthy
Chairman

attaebmeDt: C-Block Cost ofDebt Capital

cc: Commiuioner lames H. QueUo
CommiNioner Rachelle B. Chong
Commiuioner Susan Ness
Mr. Daniel Phythyon
Mr. John Garcia
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C-Bloc:k Cost ofDebt Capital

The'foUowiD& ANr exBmplea illustrate'the cost of debt capital in the pubUcll44A marlc:ets for early
ItIp telocexullQmicatiaaa ventures. Two (C__ Te1OCC1l1pgajamlJDl IDd MicrocloIl
Te1cccmununicationa ) 'are Canadian PCS compBDieJ (Cleamet also bas a Mtianal SMIl1iceaae)j
the third. Iridium LLC is a sateUite oonummicaUaaI finn; and' tbe fourth, ChIIIc
TelecOQunnniaanon, is a: C-Block euterprile. While each of the !bur CompaDics were in varyiDg
ItIpI ofdavolopment aDd capital forma1ion at the time of their respectM: "initial" debt oftDriDp,
aU but Chua were lipit!cam1y further alq thaD the typical e-Block compamy today. Perhaps
DOt 10 coincidNDBlly. Chase WIll also the 0D1y ODC uaab1e to comp1atc its o1feriDg. To date. DO true
C-B1ock COPqJ8DY baa been able to succastUlly access the public capital nwbtIl•

CJymct CDl!UlUllliqtiODl

C1caraet is a caa.meD PCS company that OWDI ODe of two natiamvido PeS liceDMI (as wd1 as a
oatioDwide SMR. Iicc:asc) in Canada. C1camct completeclan IPO OIl October 13, 1994 , aud OIl

Doccm~ 11, 1995 iuued S180 million in poll procccdl of 14.75% Senior diSOOUD1 Notal of
200S. 1be Notel were pari of a Unit ofl'eriDg tbat -=tially paclcapd 3.3 warrmtlI whb _
SI.000 ngmjneJ value ofthe Notal. AdjuItId for the value ofb wanuts. tbc Nota were priced
at 4'.17% ofpar repJ"M!'tina aultrippcd yicld" or true COlt ofdebt of l! .78%

S\JIDIIlUY Issuance Data:

Da1I:
Orou Proceeds:
Maturit.y:
Porm:
Coupon:
JauePrice:
WIIDDt Value:
StrippedPrice:
Stripped. Yi81d:

1211119'
SilO mi11ioD
10 yean
Unit 0freriDg (S10,000 thee ofNoteI +33 wanams)
Split - 0/14.75%, SIS yean
49.009
$38.37 per $1,000 priDoipal amount (B1ackIScbolcs)
45.17 '
U.78%

1 nc oal7 parpoa1ICl exccpticm is QmnipliDt CoJporItioa, wbiaIl baa tl&Dff'c'1It debt .. well u equity
~ ....taU2Att.. HoMYer. 0Dmip0Ust 11 DOt • true e-B1ock OOJftPIIIY, baYiDI obtaiDal1tl1lrlt (lad
Dat.p".)..- the NewYenMTA 1iCDIIIO - ia tbc A-Blocku4 tbmuIh the IHIDed pIoaIIr"
pn6taa. auIalde the compedtiw biddiDI pnaII that the C-B1ac:k 1icea.1. we _jecbld to.
Maweovet, OamipotDt receival. ita by New YOIt UccIIIe in J>eewDlp 1994 ; a til 21 moatba .... of
IIIIIIl)' CoB1ack liceDleel. a1lowialI it to IIIICCeIIlbl1y tip tbe pubUc oqu1ty IDIIkMI ill IIJlD11Y, 1996..
~ equitleI WIftl .-elY ill fawr. AlIa, lit the time ,... 0maip0blt 4rIt taPP'd tbe publiC dIbt
1IIrDtt, it already bad Il1l equity mubt...UutiDD ia exe.a at 51.34 biIliaaL mv. its A-B1ock aad
IUbIIeqv.eat J)IB/P BloGk purdJa.Ia, ita C-Block properties IKX:OUDl for 1_ thin 15% of111 iboIpIiDt.
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MicroccU is the other Camctian pes company aad it first accessed the public debt marketa aD June
20, 1996 whBa it succeaiUlly issued $200 million in gross proceeds of 14% Senior DiJcouDt Notes
of200ti. The Mimocc11 NDteI were a1Io sold as a _ ClIGh Sl,ooO DOmin,) value ofNotes beiDa
park.pd with 4.0 warraatI to buY Microc:oU QdlD1tnD stock (7.5% of the equity in agrepte).
The uDitI 1110 baw a cantinamt wartIDt that cffecti'vely gives t.ba Nmebaldora an addittoaal 3.~%
oftbo equity if the compaay's stock is DOt publicly liJteli by the cad of calendar 1997. Microce11
iI in 1118 midst ofa public o&riDg of its debt aDd equity IS ofrip DOW (expected to close October
7, 1997). Stripped Microeell warraatI have been ttadiDg at $22.50 per warrant or S90 per Sl,OOO
iace amount of Nota. AqjUBfed for the wamat value, the Notes bad III initial issue price of
38.85% of par, reprelelltiq a stripped yield of 1(;.52%.

SUIIIIII8I'Y I1SW111CO Data:

JrldlwLLC

Date:
Grau Proccc:ds:
Maturity.
Fonn:
Coupon:
IIaIO Priao:
WlItIaDt Value:
Stripped Price:
Stripped Yield:

6120196
5200 million
10 years
Unit OtreriD& (Sl,OOO fiIoo ofN0te8 + 4 wammts)
Split - 0I14%, 5.5/4.5)'CU1
47.•5
$90 per Sl,OOO tlu::e amount ofNoteI (recent trades)
38.85
16.52%

Iridium ill a pbal llte". teleconl11umfeatioDl CCII!IpII1)' plaaaiaB to 1auDdl ml opmata a 66
IItIll1itc alobal umbrella to fici1itate wicefdatalplliDa tnmsminjauftom anywhere aD the earth.
Lib CIcamct (but UD1ikc Microcell), Iridium too wu a publicly trIded CCIIlPany at tile time of ita
naD iaiUal debt oJforiDa (aD 7116/91) wbiClb eo:uiIted of two cub pay in_ea, ODD yieIdiDa
IS% but with DO equity, aDd the other yieldiDa 13.'% but with WllllDtllUlahod far an ......
1%ottbo WWPIDY. The adua1 Notes bear coupcJIII of 14% and 13% reapec;tiwly, but were iswed
at a discount to produce a biP stripped yield of 15%.

SUDIDW'Y IIIUBDCC Data:

Data:
Gmu Proceeds:
MaIDrity.
Porm:
Coupoa:
IuaoPrice:
WIIDIItVuuc:
Stripped Price:
Stripped Yield:

7116/97
$100 million
10 )'l1l'i
UDit 0&riDa ($10,000 Ace ofNotea + 33 warrmta)
Split - O/14.75%, 5/5)'CU1
97.591195.429
$46.67 per $1.000 mcc IIIDOUIIt ofNoteI (B1ackISdIolca)
90.76
15.00%
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Ch'. T'.'!!!Immi£ltionl

Chua il the wiDDer of 11 C-Block licenses coveriq 6.3 million POPs, mostly in the TfIDDIIlCC,
Alabama, KeAtucky. and Soutbeutem VirgiDia regicmI (areu that flU..in the PrimeCo footprint).
Chan, which bad bid IUl average ofapproximately 52.9 per POP for its properties, has beal trying
for IOIDC time to acceu the public eapiral markets. CbucI is plaDniDg to market UDder PCS
PrimeCo's braud aDd priciDg umbrellas IDd coaduGtCd a '"roadlhow" in late IIPriDa for
approxitna&eJ:y $150 million in debt. Tho structure was IIimiIat to most ather recent Telecom debt
ofJtiriDp aDd prior to pttiaa pulled, aetua11y had 20% of the Chase's common equity lUad:'ed In
spite ofnumerous COaeessiODS IDI1 aeccmmodatioas made by both the Company as well IS itI by
veudo.rIIbackon - Qualcomm and Primeco, Chase wu unable to price its traDadion at any price.

Summary IssuaDee Data:

Dare:
Oroa Proceods:
Maturity:
Form:
Caupon:
IIIUC Price:
Wammt Value:

Stripped Price:
Stripped Yield:

...·a Cut of Debt CapitIl

N/A
S1S0 Million
10 yean
Uait otferiDg
Split -- 0/14%. ~/S years
NA
557.50 per 51,000 priDcipal amouDt (Qualccmm
purcbue basis)
NA
15.92% (imputed)

Sued on the above examples. the cost of debt capital for C-Block CCJIIIPIDiea is ostimated to be
fiom. 15% to 16.5% per 1DI1Um.
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